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PEOPLE'S REPUBLIC OF CHINA: KEY ECONOMIC INDICATORS (1) 
(Money values In billions of dollars except where noted) 


OFFICIAL EXCHANGE RATES 


1983 Average: US$1/RMB 1.98 1984 Average: US$I1/RMB 2,35 
1983 Year-end: US$I/RMB 1.99 1984 Year-end: US$I/RMB 2.80 


% Change 


1984 83-84 
INCOME, PRODUCTION, INVESTMENT (2) 


Population, million, year-end 1036.0 tet 

Nattonal Income 235.4 $2. 0( 3) 
Gross Domestic Prod (GDP)(5) 274.2 12.0( 3) 
Per Capita GDP (US$) 264.7 10.9¢ 3) 
Per Capita Income, Rural (US$) iS2u5 14. 7( 4) 
Per Capita Income, Urban (US$) 260.9 5.5( 4) 


GVIO (6) 301.1 14. 0( 3) 


GVAO (7) ‘S50 $4.5( 3) 
Total Investment in Fixed Assets 49.8 21. 8( 4) 


Urban Cost-of-Living Index (1980/100) 109.6 ee 


INDUSTRIAL PRODUCTION 
Crude O11, million metric tons (mmt) 114.5 
Coal (mmt) 772.0 
Natural Gas, billion cu. meters 12.4 
Electric Power, billion KW hrs 374.6 
Rolled Steel (mmt) Sout 
Cement (mmt) 127.5 
Chemical Fertilizer (mmt) 14.8 
Cloth, billion meters 13.4 
Chemical Fibers (thousand metric tons) 730.0 
Bicycles, million 28.6 
Radios, million y 
Household Washing Machines, million 5.8 
Household Refrigerators (thousand) 351.3 
Cameras, thousand 1270.0 
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1983 


AGRICULTURAL PRODUCTION (in millions of metric tons) 


Grain 387.3 
Rice 168.9 
Wheat 81.4 
Corn 66.3 
Tubers 29.3 
Soy beans 9.8 
Cotton 4.6 
Ollseeds 10.6 
Hogs, million head, year-end 298.5 
Large Animals, million head, year-end 103.5 
Tobacco 1.3 
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FORE IGN TRADE (8) 
Total Trade (US$ billion) 
Trade Balance (USB billion) 
Exports F.0.B. (US$ billion) 
U.S. Share (USB billion) 
U.S. Share of Chinese Exports (Percent) 
Imports, C.1.F. (USB billion) 
U.S. Share (US$ billion) 
U.S. Share of Chinese Imports (Percent) 
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53.5 19.6(9) 

=1.3 

26.1 14. 6(9) 
3.4 

11.9 

27.4 24.7(9) 
3.0 

10.9 
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1983 and 1984 Statistics based on State Statistical Bureau, Statistical 


Yearbook 1984, Statistical Communique, 1984. 

Change in exchange rate accounts for apparent drop In most figures. 
Growth Is based on "comparable" RMB figures. 

Growth Is nominal, based on current RMB figures. 

Estimated by Inflating National Income by 16.5 percent to account for 
depreciation, non-material services, and rent. 

Gross Value of Industrial Output (turnover, not value-added). 

Gross Value of Agricultural Output (turnover, not value-added), 
Chinese estimates and U.S. Government data. 


Growth rates based on figures adjusted for price and exchange rate changes. 





SUMMARY: 


Chinese national income (Beijing's "GNP" figure) grew by an 
impressive 12 percent in real terms during 1984, according to 
official figures. Gross output of agriculture and industry, 
capital investment, retail sales, and foreign trade also went up 
by even larger margins. Beijing claims inflation for 1984 of 
under 3 percent, and solid gains in both labor productivity and 
enterprise profits. Preliminary figures for the first 5 months 
of 1985 indicate that gross industrial growth has spurted even 
higher, to the breakneck pace of 20 plus percent. On the debit 
side, Beijing wants to cool the pace of growth to a more 
sustainable rate. Other priority problems include inflation, 
which the government has admitted surged in late 1984; still 
worrisome enterprise deficits; energy shortages and transport 
bottlenecks; and lack of skilled manpower and managerial talent. 


Taking advantage of the "cushion" provided by this strong growth, 
in October 1984, Beijing announced renewed and broadened 
commitment to profound reform of its economic system. Major 
attention will be focussed on urban, industrial reform, but new 
measures will also seek to extend the successes already realized 
in the countryside. The ambitious goal is to build a “socialist 
commodity economy with Chinese characteristics," in which the 
State's role, while remaining critical, will shrink, allowing 
greater room for the interplay of market forces. Also, the form 
of state control will change to a greater reliance on economic 
"levers" such as prices, taxes, and credit, rather than direct 
administrative fiat. Key elements in the reform program include 
relaxing the planning system to give enterprises greater 
autonomy, strengthening the banking system to help concentrate 
investment capital and control credit expansion, taking 
ambitious steps in price reform, and overhauling the overly 
"egalitarian" wage system. Despite expected difficulties, and 
in particular, continuing concern over “unhealthy tendencies" 
(corruption) which the reforms have exacerbated, the leadership 
made clear at the National People's Congress in March-April, 
1985, that reform is on track. 


China's economic reform efforts since 1979 have not focussed 
only on the domestic economy. Beijing has also sought to “open 
the door" to econumic intercourse with the world. Trade has 
expanded rapidly, and Beijing is planning further reform of its 
foreign trade structure in 1985. U.S.-China trade spurted by 37 
percent in 1984 to reach $6.4 billion, with the U.S. running a 
slight deficit. Prospects are good that the 1985 total may 
reach $7.0 billion. Foreign investment in China reached about 
$3.7 billion in 1984. The inflow of foreign capital has 
accelerated somewhat as China continues to put in place various 
inducements to investment: legal framework, tax incentives, 





special economic zones, etc. Still, much work remains to make 
investment in China attractive enough to compete more 
successfully with other countries for the foreign investment 
dollar. END SUMMARY. 


Part A--Current Economic Situation and Trends 


--Strong Growth in 1984-- 


The Chinese economy turned in its third straight year of strong 
growth during 1984, The roots of this growth lie in the 
historic decision in late 1978, at the Third Plenum of the 
Communist Party's Eleventh Central Committee, to give the 
highest national priority to economic modernization. However, 
growth slowed in 1980-81 while Beijing focussed successfully on 
righting imbalances among various subsectors of the economy 
(boosting agriculture and light industry while reining in heavy 
industry) and between the shares of national income going to 
consumption and accumulation (boosting the former). These 
adjustments set the stage for the current surge which began in 
1982. 


Ironically, Beijing was expressed concern that the pace of 
growth was too fast to sustain. The gross value of industrial 
output rose at an annual rate of 23.2 percent from January 
through May, according to the State Statistical Bureau. (Many 
official Chinese growth rate figures for recent years quoted in 
this report, such as this one, are abnormally high. Since the 
exact method of comparison is not known, they are more suitable 
for comparison with previous Chinese figures than for interna- 
tional comparison.) Capital construction investment rose by 
nearly 40 percent in the same period. In late March Premier 
Zhao Ziyang warned against the danger of "blindly pursuing a 
higher development rate." Unless this wide spread tendency is 
checked, he warned, it would “strain the entire economic life of 
the country and hinder the smooth progress of our reform." 

Since an important cause of this very rapid expansion is 
"excessive" investment, particularly using funds not controlled 
by the state budget, Beijing intends to press the banking system 
into service. By tightening credit and perhaps even limiting 
access by enterprises to their own funds deposited in banks, the 
leadership hopes to cool the pace of advance to a more 
manageable 7-8 percent. 


Agriculture. Agricultural growth in 1984, with (14.5 percent) 
or without (9.9 percent) the increase in rural industry, far 
outstripped the target growth rate of 4 percent. Rural 
industry, which grew by 45.5 percent, is currently by far the 
most dynamic sector in China, indicating the success of policies 
designed to foster this expansion. Modest progress was 





registered toward the policy goal of increasing the relative 
shares of non-crop agricultural subsectors. Thus growth in 
forestry (15.8 percent), livestock (11.7 percent), and fisheries 
(13.2 percent) surpassed growth in crop agriculture (8.9 percent) 
Livestock and fisheries are particularly weak links which are 
failing to meet market demand. On mechanization, the number of 
small tractors, many of which are used for highway transport, 
rose by 19.6 percent, while trucks increased by 25.5 percent. 
There was no increase, however, in the acreage irrigated by 
electric pumps. Overall fertilizer application rose by 

6.8 percent, but the output of phosphate fertilizer dropped by 
5.3 percent, raising questions about the quality of fertilizer. 


Industry. As with agriculture, overall industrial growth in 
1984 (14.2 percent) tripled the target of 4-5 percent growth. 
One important reason for this was a startling 11.4 percent 
increase in the number of industrial enterprises from 392,500 in 
1983 to 437,200. All of these new enterprises are collectives, 
and over two-thirds of them are rural (township) enterprises. 
Not surprisingly, output of collectives grew by about 22 percent 
while production in state enterprises "only" managed to expand 
by 1l percent. Output by “other economic units," (presumably 
the very small number of private businesses) grew by an 
astounding 56.8 percent. Beijing appears satisfied that heavy 
(14.2 percent) and light (13.9 percent) industry are growing at 
about the same rate. This rapid industrial growth was supported 
by a 7.4 percent increase in primary energy production and a 
successful saving of 20 million tons of standard coal equivalent. 


Capital Investment. Investment in 1984 by state-owned factories 
in new productive capacity, or capital construction, grew by 
23.8 percent to 73.5 billion yuan, and represents 63 percent of 
total investment. Over one-third of this went for energy and 
transport projects, about the same as in 1983. Money spent on 
renovation, or technical transformation, went up by a smaller 
margin, 18.8 percent, to 42.5 billion yuan and accounts for the 
remaining 37 percent of the total. Reform of the construction 
industry undertaking these projects has led to adoption of 
"investment responsibility systems" in one-third of large and 
medium-sized projects, and a contract bidding system for 
thousands of others. This has reportedly brought about 

15.5 percent rise in labor productivity in the industry. 
However, shortages of building materials resulting from the 
building boom are serious and have led to drops in completion 
rates for projects and housing, and in delivery rates for new 
equipment. 


Efficiency. The results of efforts to increase the efficiency 
of production, the central focus of reform, appeared mixed. On 
the positive side, in 1984 labor productivity in state 





enterprises rose by 8.7 percent, following rises of 7.5 percent 
in 1983 and 2.3 percent in 1982. Again in state enterprises, 
sales income (10.4 percent), profits and sales tax revenue 

(10.5 percent), and value of output (10.6 percent) achieved the 
goal of all rising at approximately the same rate. The number 
of state enterprises “within the budget" (about 50,000) running 
at a loss was reduced to about 5,800, or 11.6 percent of the 
total, down by 3 percent from 1983. The amount of deficit of 
these enterprises fell by 23 percent, to 2.16 billion yuan. 
Negatively, average production costs for comparable products in 
1984 rose by 1.3 percent following a far lower than targeted 
decrease (0.2 percent versus a goal of 2 percent) in 1983. The 
rise in 1984 was attributed to increased prices for raw materials 
and transport, but also reflects lack of success in reducing per 
unit consumption of inputs. Another very worrisome development 
was the dismal performance of state commerce. Although 1984 
sales grew by 4.8 percent, profits and taxes turned over to the 
State fell by 7.3 percent and the deficits incurred by 
money-losing state commercial outlets shot up by a stunning 

30 percent. 


Inflation. In his report to the National Peoples' Congress in 
Tate March, 1985, Premier Zhao Ziyang candidly described the 
wave of inflation which hit China in late 1984 and has carried 
over into 1985. The culprit was excess currency in circulation, 
the result of banks making too many loans and enterprises 
granting steep hikes in wages and bonuses. Bank credit for all 
of 1984 rose by 28.9 percent, but fully 48.4 percent of that 
rise came in the month of December alone. Worker income for 
1984 went up by 21 percent, but 46 percent of that increase 
occurred just in the fourth quarter. The reason for these 
surges was that banks believed the amount they would be allowed 
to lend in 1985 would be based on their total loans in 1984, so 
they strove to maximize that figure. Likewise, according to 
Zhao, enterprises understood that the amount their wage bill 
could rise in 1985 would be based on its size in 1984, so they 
tried to increase it. The result? Too much money chasing too 
few goods, leading to rises in free, floating, and even "fixed" 
prices. 


Although the official inflation figures were not high by 
international standards, they continue to cause concern in a 
country accustomed to virtually constant prices. According to 
the State Statistical Bureau, the retail price index rose 

2.8 percent in 1984, but surged 4.2 percent during the fourth 
quarter. Percentage increases over the year for various 
products were: fresh vegetables, 7.5; meat, fowl, eggs, 5.0; 
fish, 11.1; fruit, 9.53 agricultural inputs, 8.9. Prices for 
grain, clothing, recreational products and household applicances 
held even or fell slightly. The urban cost-of-living index rose 





2.7 percent, with consumer items going up 2.5 percent, and 
services 5.4 percent. 


-- Reform Efforts Broaden and Deepen-- 


Encouraged by the strong economic performance since 1982 and the 
success of rural reform, China's Party leaders in October, 1984, 
released an impressive blueprint for thoroughgoing reform of the 
entire economic structure. Referred to as the Third Plenum 
(this time of the Party's Twelfth Central Committee) "Decision," 
the document called for establishment of a “socialist commodity 
economy with Chinese characteristics" to replace the overly 
centralized, high investment and heavy industry-oriented system 
patterned after that of the Soviet Union. Simply put, 
"socialist" means that the State will remain the most important 
economic actor, controlling a large share of the production and 
distribution of key industrial and agricultural products. Its 
relative importance will shrink, however, and its means of 
control will shift to more reliance on economic "levers" such as 
prices, taxes, and credit, rather than administrative fiat. 
"Commodity" means that the allocation of an increasing number of 
goods will be determined according to market forces, that is, 
they will be treated as commodities. 


To promote this radical reform, a number of specific measures 
are in various stages of implementation. Among the most 
important: 


-- The importance of plans for all aspects of economic activity 
(production, distribution, investment, etc.) will decline. In 
many cases this means that "mandatory" plans will become 
"guidance" plans. In others, goods, services, or activities 
will be totally freed from state supervision. Still, the state 
will retain close control over a small number of essential raw 
materials and manufactured goods such as petroleum, coal, steel, 
cement, important chemicals, etc., and ownership of most 
industries and commercial outlets will remain public. 


-- In the rural sector, two important reforms have taken place. 
First, Beijing has implemented a contract responsibility system 
giving individuals or smal] groups long-term tenure to land use. 
In return, farmers give the collective a portion of output and 
keep the rest. This reform, a major structural change in 
China's agricultural sector, is having a one-time, albeit very 
important effect. It has already resulted in virtual self- 
sufficiency in staples. The problems now facing agricultural 
planners have shifted from the basic need to expand production 
to the more complicated questions of improving quality and 
maintaining farm income with lower state subsidies. 





Second, Beijing has allowed rural sideline industry to flourish. 
This has the potential to result in sustained high growth in the 
rural sector for the next 15-20 years, for the following reasons: 


(a) these industries easily adapt to changing supply and demand 
conditions; 

(b) they are allowed to keep a substantial portion of their 
profits (unlike urban state factories which turn in about 
80 percent of their profits); 

(c) increases in rural income in turn raise the purchasing 
power of 80 percent of China's population, thereby creating 
an expanding market for the output of the rural industries. 


-- Individual industrial enterprises will be given greater 
autonomy, as a corollary of the reduction in planning. The 
heart of this shift is that enterprises will now more closely 
resemble businesses, with the accompanying opportunities and 
risks, rather than passive units given a certain quota of 
inputs, a guaranteed market for output, and state subsidies to 
cover any losses. Beijing's attention is currently focussed on 
genuinely expanding the scope of autonomy for the country's 
5,000 large and medium sized industrial enterprises. Opposition 
to this reform comes from those who argue that greater autonomy 
Will make it more difficult to guarantee national output and 
revenue, most of which is supplied by these enterprises. 


-- The banking system will also take up some of the slack from 
a relaxation of the planning network. The People's Bank of 
China (PBOC) has become the central bank, relying on specialized 
banks for savings and investment in various sectors of the 
economy. Thus, the Bank of China (BOC) handles foreign 
exchange, the Construction Bank new investment, the Industrial 
and Commercial Bank “commercial lending,” and the Agricultural 
Bank the rural sector. The PBOC is charged with operating the 
"credit lever." By means of reserve requirements, interest 
rates, and loan quotas, it seeks to regulate the government's 
monetary policy through the specialized banks. For example, 
Chen Muhua, recently appointed head of the PBOC, is taking a 
leading role in Beijing's attempt to rein in excessively rapid 
economic growth by clamping down on the growth of credit. 


-- Since the 1950's China has adopted a conservative price 
policy designed to guarantee low and stable prices. 

Considerable success in this effort has exacted a heavy cost. 
Prices in general have become divorced from value, that is, they 
bear little relationship to production costs or to market supply 
and demand. Thus, resources in the economy are not efficiently 
allocated. Although prices are low and stable, consumers suffer 
because supplies are inadequate, of poor quality and of limited 
variety. The state suffers because it must subsidize large 
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numbers of money-losing enterprises. Because measures to 

rectify the situation are complex and potentially unsettling, 
Beijing is proceeding cautiously but still moving ahead. Prices 
for many small and relatively inessential goods have been totally 
or partially freed. All food prices except for grain and cooking 
oil, have been at least partially freed. Prices for "“over-quota" 
production of some essential raw materials and industrial 
products are now allowed to "float" within a specified range. 
Even state prices for coal, China's main energy source, have 

just been raised to promote both increased production and more 
efficient consumption. 


As a result, progress is evident on the problems noted above, 
and consumer reaction has been muted, despite some scattered 
"stocking up." However, many officials, enterprises, and 
individuals are taking improper advantage of the reform campaign 
to carry out unauthorized or disguised price hikes for their own 
benefit. This may complicate the next steps in price reform, 
such as further rises in the state prices of energy and primary 
raw materials, steps which will have repercussions throughout 
the economy. 


-- Wage reform is another major item on the agenda for 1985. 
The purpose is to link income more directly to work performance 
and thus stimulate higher labor productivity. Previously, 
over-emphasis on “egalitarian" distribution of pay gave little 
incentive for hard work. Factories have been allowed to 
distribute bonuses since 1979-80, but two related problems have 


appeared. First, the positive effect on productivity has been 
limited since egalitarianism in bonus distribution has been hard 
to overcome. Second, bonus payments, which can equal or surpass 
wages, have been inflationary, since they have not been backed 
by comparable increases in productivity. A 1984 tax on 
"excessive" bonuses is designed to help meet these problems. 
Adjusting the wage scales for many “white collar" workers is 
under way. Salaries for primary and secondary school teachers 
were adjusted January 1, 1985. Plans call for similar reform of 
Salaries for government and office workers in the summer, 1985. 
Although the details are not clear, in principle the new wages 
will be composed of several portions, based on area cost-of- 
living, professional demands of the job, and seniority. The 
government has made very clear, however, its intention to not 
allow growth in the total wage bill for any economic unit to 
exceed growth in productivity. 


Part B--Implications for the United States 


China's reform program has not only focussed on the domestic 
economy. An equally important emphasis is to "open the door" to 
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economic intercourse with the world. Underlying this opening is 
the realization that China cannot modernize its economy, or 
indeed its society, in isolation. To achieve its modernization 
goals, it must utilize foreign technology, talent, and capital. 
Since 1978 Beijing has joined the World Bank and the 
International Monetary Fund, greatly increased its trade 
especially with the West, and made strides in constructing a 
framework to attract foreign investment. China's leaders 
repeatedly assure foreigners that this policy direction will not 
change in the future, thereby seeking to calm concerns of a 
"pendulum" swing in the opposite direction. The United States, 
Japan, and the EEC have been leaders in strengthening economic 
ties with China on the basis of this outward-looking policy. 


-- The Organizational Framework for Foreign Trade and 
Investment-- 


Since 1979, China has been seeking an optimum balance between 
centralization and decentralization in its foreign trade and 
investment organizational structure. The Ministry of Foreign 
Economic Relations and Trade (MOFERT) was created in 1982 with 
the aim of consolidating four ministries and providing greater 
central leadership in foreign investment and trade practices. 
The new Ministry has introduced a number of administrative 
devices--such as import and export licensing--to strengthen 
effective control at the center. By mid-1983, the 1979-81 
proliferation of new “import-export" organizations had been 
Slowed or reversed, and MOFERT asserted national responsibility 
for foreign trade and investment policy. Its Technology 
Import-Export Department now plays the key role in the approval 
of major projects involving foreign technology (licensing, joint 
ventures), in decisions concerning the trading of commodities 
and goods (import/export department), and in establishing 
national priorities (in close collaboration with the State 
Planning Commission). The People's Bank of China and the Bank 
of China also play important roles in regulating foreign 
economic relations through their control of hard currency. 


The national organizational chart, however, is by no means 
simple. A number of ministries--including coal, electronics, 
metallurgy, and aviation--remain active in foreign trade. 
Several state corporations also have been established--such as 
the China State Shipbuilding Corporation, the China Automotive 
Corporation, and the China National Petrochemical Corporation 
--reporting directly to the State Council, which are intended to 
operate as independent profit and loss centers and to play an 
important role in trade and investment in these sectors. 
Finally, on-going foreign trade reform--an often-mentioned but 
still somewhat hazy focus for 1985--is apparently intended to 
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take the still large dominant state trading corporations under 
MOFERT out of day-to-day commercial dealings. Rather, they are 
to concentrate on setting national policy and coordinating the 
work of ministerial, local, or enterprise trading organizations. 


Localities--provinces, municipalities, Special Economic Zones, 
and new open coastal cities--have steadily gained authority to 
carry on their own trade and investment activities To encourage 
investment, preferential treatment has been offered to foreign 
businesses in the form of tax holidays, special customs 
allowances, and other resource access and cost incentives. 

These have been formalized for the four Special Economic Zones 
(SEZ's) of Shenzhen, Shantou, Zhuhai, and Xiamen, and for Hainan 
Island; and now similar, though somewhat less liberal, incentives 
are being offered by several open coastal cities including 
Dalian, Tianjin, Shanghai, and Guangzhou. Officials in these 
places have autonomy to approve projects within certain 
guidelines, as well as to provide preferential treatment to 
foreign investors. 


In the open coastal cities, incentives are divided between the 
older industrial areas tagged for enterprise renovation, and the 
new economic and technology development zones now being built on 
cleared land. These incentives are tied to certain conditions 
concerning the nature of the technology to be transferred. 
Treatment is the same for JV's, cooperative ventures, and 
wholly-owned subs. The incentives, particularly tax reductions, 
appear to favor slightly industrial renovation in the older 
areas over new construction in the zones. 


Project approval authority was liberalized for the @ities and 
provinces in 1984. Guangzhou has unlimited authority, provided 
no central government funds are needed. Shanghai and Tianjin 
can now approve projects of up to $30 million without going to 
the central government. Dalian and Liaoning Province have 
approval levels of $10 million. Beijing and other designated 
open cities can approve projects of up to §5 million. Seven 
inland cities have been given provincial level authority. 


To complement these organizational changes, over the past 

6 years China has begun to develop a framework of laws and 
regulations in support of its open-door policy. Starting 
essentially from a “zero base" in 1979, China has now created 
legislation covering joint ventures, foreign contracts, company 
registration, labor management, Special Economic Zones, foreign 
enterprise taxation, exchange control, offshore petroleum 
exploration, marine environment protection, trademarks and a 
patent law. Many of these laws and regulations, while 
competently drafted, are untested in practice. Further 
experience will result in further refinement. Several other 
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laws or implenting regulations are under development. 
Negotiations on a U.S.-PRC Bilateral Investment Treaty, which 
could include provisions on (1) treatment of investment, (2) 
compensation in the event of expropriation, (3) dispute 
settlement, and (4) money transfers (i.e., exchange, 
convertability, and repatriation), have stretched out over six 
sessions, but there is little likelihood of completing an 
agreement during 1985. 


--Investment Results and "Climate"-- 


Estimates of the level of foreign investment in China are often 
unreliable because of a tendency to confuse actual capital 
transfers made as a result of final, agreements, and projected or 
promised investments based on letters of intent or negotiations 
in progress. Figures are also inflated by overvaluation of 
foreign "investment" in coproduction ventures and compensation 
trade. Taking these factors into account, a conservative 
estimate would put actual cumulative foreign investment of all 
types at $3.7 billion by late 1984. Of this amount, $2.2 billion 
was from Hong Kong/Macao, and $700 million was from the U.S.-- 
$550 million of it in oil exploration and the remaining 

$150 million in non-oil joint ventures (JV's). There were 56 
such JV projects, 37 of them signed in 1984. After several 
years of difficult negotiation, Occidental Petroleum in June, 
1985, signed the largest JV deal to date--a $650 million 
agreement to develop the Pingshuo coal mine in Shanxi Province. 


Despite progress in developing a legal framework for foreign 
trade and investment, and attempts to offer preferential 
treatment to foreign business, China still has a distance to go 
in demonstrating that it is willing to provide a competitive 
investment environment. Among the numerous disincentives to 
investment are severe foreign currency restrictions, 
Overvaluation of the Chinese partner's contribution, inflated 
labor costs, poor labor discipline, high manufacturing costs, 
unpredictable customs treatment, undependable supplies of local 
materials, inadequate energy, transportation, and communica- 
tions, a cumbersome bureaucracy, still unfavorable tax and 
accounting policies, an irrational pricing structure, uncertain 
access to a poorly defined domestic market, a marginal return on 
investment, and difficult expatriate living conditions. A more 
profound and widespread realization that it is competing with 
other developing countries for the foreign investment dollar 
would help spur China to overcome these shortcomings and provide 
a more inviting environment for foreign investment. 
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-- U.S.-China Trade Regains Its Momentum-- 


The prospects for U.S.-China trade look brighter. Bilateral 
trade rose 37 percent in 1984 to $6.1 billion. It was 
basically in balance with the U.S. incurring a slight deficit of 
$61 million. In 1985 total trade will probably reach $7 billion, 
and again be basically in balance. U.S. exports in 1985 will 
continue to diversify, a trend evident in 1984 as China's 
success in raising rural output reduced its need for imported 
agricultural products. In the first half of 1985 significant 
sales of aircraft and locomotives have taken place. Prospects 
for sales of computers, scientific instruments, fertilizers and 
logs and lumber are also strong. PRC demand for imports, 
particularly in high technology areas, will continue to increase 
as the economic reform program progresses. This demand will 
also be stimulated by increasing foreign investment in China 
which is projected to rise to at least 10 percent of total 
investment during 1985. A potential obstacle to increasing PRC 
imports in the near to medium term may be a more restricted 
availability of foreign exchange. China's foreign exchange 
reserves have been reliably reported at $11.2 billion at the end 
of March, 1985, a substantial drop from the $16.8 billion 
reported in September, 1984. This has led to a tightening of 
foreign exchange regulation during the spring of 1985. 


China's major export categories to the United States in 1984 
were textiles, petroleum and petroleum products, and toys and 
games. These are likely to dominate in 1985 as well. However, 
decreasing market demand in the United States and new limits 
under our bilateral textile agreement have begun to impact on 
Chinese textile exports which have not increased as rapidly as 
in previous years. PRC gasoline exports also face stiff 
environmental requirements in the United States which could 
prevent rapid growth. PRC officials are concerned about what 
they see as increasing protectionism in the United States, and 
they argue that if PRC products cannot be sold in the United 
States, it will be more difficult to earn sufficient foreign 
exchange to import U.S. products to China. 


-- Best Prospects and Trade Promotion Events-- 


China is open to a variety of business arrangements including 
direct purchases (generally cash transactions), licensing, 
coproduction, contractual joint ventures, and equity joint 
ventures. Although there is considerably less emphasis on 
compensation trade or buy-back schemes for high-priority 
projects included in the state plan, these types of arrangements 
are also quite common. In this regard, the priority sectors for 
China's development continue to be energy (petroleum, coal, and 
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power), transportation, telecommunications, and electronics, as 
well as the technical transformation of China's existing 90,000 
state industrial enterprises. 


In particular, opportunities for U.S. firms exist in the 
following sectors: 


Petroleum equipment and services (offshore and onshore 
exploration and development) 

Coal equipment and engineering services (especially 
open-pit mines and slurry pipeline development) 
Thermal and hydropower plant equipment, services and 
transmission lines. 

Transportation equipment and highway and railway 
construction machinery. 

Aircraft and helicopters 

Computers and computer equipment 

Food processing and packaging machinery. 
Thermoplastic forming equipment and machinery. 


U.S. firms are in a strong position to participate in the 
international bidding for several World Bank-sponsored projects 
including the further development of the Dagqing, Zhongyuan and 
Karamay oil fields. The U.S. Trade and Development Program 
(TDP) is active in China and is involved in a number of 
projects which have already led to a number of feasibility 
study grants for U.S. firms. This program remains extremely 


active, with 10 projects funded by mid-1985. 


If the Chinese Government decides to proceed with the Three 
Gorges project along the Yangtze River in central China, it 
would be the world's largest dam, and would present important 
potential opportunities for U. S. construction firms and 
manufacturers of construction and electric power machinery. 


In January, 1984, President Reagan and Premier Zhao Ziyang 
Signed the Industrial and Technological Cooperation Accord, 
creating the framework for U.S.-China cooperation in specific 
industrial sectors. By May 1985, four Work Programs had been 
established under the Accord--for electronics/telecommunication, 
metallurgical industries, industrial renovation, and aerospace-- 
which call for project identification and exchanges of 
delegations to promote cooperation and contracts. 


Many U.S. firms, both old and new to the market, participate in 
technical seminar programs or exhibitions in China sponsored by 
the U.S. Department of Commerce or by private organizations in 
order to make themselves and their products known to a greater 
number of potential customers. Newcomers to trade in China may 
also wish to seek an invitation to the Guangzhou (Canton) 
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Export Commodities Trade Fair (held April 15 to May 5, and 
October 15 to November 5, every year). The Department of 
Commerce Publication Doing Business in China provides many 
additional "how to" details. 


U.S. Department of Commerce will sponsor the following trade 
promotion evénts in China in 1985/1986: 


September 1985 Industrial Renovation Mission to the U.S. 
October 1985 Aviation Technical Seminar 
IPCONEX Packaging Show 
November 1985 AGChina Exhibit (U.S. Department of 
Agriculture) Asia Pacific Exhibit 
December 1985 Telecommunication-Technical Seminar 
February 1986 Non-Ferrous Technical Seminar 
March 1986 Society of Petroleum Engineers Exhibit 
April 1986 Electronics Technical Seminar 
May 1986 Aviation Exhibit 
June 1986 Metallurgical Technical Seminar 
August 1986 Aviation Executive Trade Mission 
September 1986 Industrial Renovation Technical Seminar 


The following Organizations will assist you in trading with the 
People's Republic of China: 


vy The U.S. Government, the American Embassy in Beijing, and 
the Consulates General in Shanghai, Guangzhou and Shenyang 
can assist U.S. businessmen in China. 


The Foreign Commercial Service of the Department of 
Commerce, established in China in late 1981, now has 
offices in Beijing, Shanghai, Guangzhou and Shenyang. 


The U. S. Department of Agriculture has Agricultural Trade 
Officers in Beijing and in Guangzhou, and several USDA 
cooperators maintain offices in Beijing. 








